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Summary  of  Recommendations 

The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 

Recommendation  #1  We  recommend  the  board; 

A.  Obtain  documentation  on  pledged  securities 

from  the  securities  lending  trustee 8 

Agency  Response:   Concur.   See  page  50. 

B.  Document  compliance  with  collateral  require- 
ments and  state  law 8 

Agency  Response:   Concur.   See  page  50. 

Recommendation  #2  We  recommend  the  board  properly  classify  assets 

on  the  state's  accounting  records 9 

Agency  Response:   Concur.   See  page  50. 

Recommendation  #3  We  recommend  the  board  establish  receivables 

on  the  state's  accounting  records  in  accordance 
with  generally  accepted  accounting  principles 10 

Agency  Response:   Concur.   See  page  50. 

Recommendation  #4  We  recommend  the  board: 

A.  Amortize  premiums  and  discounts  on  purchased 
bonds  in  accordance  with  generally  accepted 
accounting  principles 11 

Agency  Response:   Concur.   See  page  50. 

B.  Document  its  procedures  for  bond 

calculations 11 

Agency  Response:   Concur.   See  page  51. 
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Summary  of  Recommendations 


Recommendation  #5  We  recommend  the  board  establish  procedures 

to  ensure  SBAS  records  agree  to  the  SBAS 
document  numbering  log 12 

Agency  Response:   Concur.   See  page  51. 

Recommendation  #6  We  recommend  the  board  document  accounting 

procedures  specific  to  its  operations  to 
ensure  use  of  consistent  accounting  procedures 
and  the  preparation  of  accurate  financial  records 13 

Agency  Response:    Concur.    See  page  51. 

Recommendation  #7  We  recommend  the  board  adopt  policies 

relating  to: 

A.  Employee  training  to  ensure  uninterrupted 

use  of  the  computer  system 15 

Agency  Response:   Concur.   See  page  51. 

B.  Employee  access  to  the  computer  system 15 

Agency  Response:    Concur.   See  page  51. 

C.  Computer  passwords 15 

Agency  Response:   Concur.   See  page  51. 

D.  Storage  of  daily  backups 15 

Agency  Response:   Concur.   See  page  51. 

E.  A  disaster  recovery  plan 15 

Agency  Response:    Concur.    See  page  51. 
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Introduction 


Intnxluction  We  performed  a  financial-compliance  audit  of  the  Montana 

Board  of  Investments'  (board)  investment  and  economic 
development  activities  for  the  fiscal  year  ended  June  30,  1989. 
Article  VIII,  section  13,  of  the  Montana  Constitution  requires  an 
annual  audit  of  the  board  and  this  report  represents  compliance 
with  the  annual  audit  requirement.   The  objectives  of  the  audit 
were  to: 

1)  Determine  if  the  board's  financial  statements  fairly 
present,  in  conformity  with  generally  accepted 
accounting  principles  (GAAP),  the  financial  position 
and  results  of  operations  for  the  fiscal  year  ended 
June  30,  1989. 

2)  Determine  if  the  board  complied  with  applicable  laws 
and  regulations. 

3)  Review  the  board's  management  and  investment 
accounting  control  systems  and  make  recommendations 
for  improvements  in  the  management  and  internal  con- 
trols of  the  board. 

4)  Determine  the  implementation  status  of  the  prior  audit 
recommendation. 

This  report  contains  seven  recommendations  to  the  board.    These 
recommendations  address  areas  where  the  board  can  improve 
internal  controls  and  financial  reporting.    In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if 
significant,  of  implementing  the  recommendations  made  in  this 
report.    Areas  of  concern  deemed  not  to  have  significant  effect 
on  the  successful  operations  of  the  board  are  not  specifically 
included  in  this  report,  but  have  been  discussed  with  the  execu- 
tive director  and  his  staff. 


Backgn)und  The  Montana  Board  of  Investments  was  originally  created  in 

1971.    Chapter  581,  Laws  of  1987,  abolished  the  prior  Board  of 
Investments  and  the  Montana  Economic  Development  Board  and 
transferred  their  functions  to  the  new  Board  of  Investments 
which  is  attached  to  the  Department  of  Commerce  for 
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administrative  purposes.   The  board  consists  of  nine  members 
appointed  by  the  Governor  and  confirmed  by  the  Senate. 

The  board  employs  an  executive  director  and  an  investment 
officer  who  in  turn  hire  and  manage  board  staff.   The  staff 
advise  the  board,  implement  its  decisions,  and  perform  daily 
investment,  economic  development  and  recordkeeping  functions. 
Administrative  charges  to  participants  fund  the  investment 
operations.   These  fees  are  collected  from  income  earned  on 
moneys  invested. 

The  board  directs  the  investment  of  state  funds  in  accordance 
with  the  constitution  and  laws  of  the  state.  The  board  admin- 
isters the  investment  program  under  the  "prudent  expert  prin- 
ciple" which  requires  an  investment  manager  to: 

1.  Discharge  his  duties  with  the  care,  skill,  prudence,  and 
diligence,  under  the  circumstances  prevailing,  that  a 
prudent  person  in  a  like  capacity  with  the  same 

resources  and  familiarity  exercises. 

2.  Diversify  the  holdings  of  each  participating  fund  to 
minimize  the  risk  of  loss  and  to  maximize  the  rate  of 
return. 

3.  Discharge  his  duties  solely  in  the  interest  of  and 
benefit  for  the  funds  forming  the  unified  investment 
program. 

There  are  three  major  investment  management  programs  within 
the  board's  operations.    "All  Other  Funds"  (AOF)  is  a  combina- 
tion of  approximately  30  agencies'  investments  which  are 
managed  on  their  behalf  by  the  board.   The  investments,  gen- 
erally long-term  in  nature,  are  managed  to  produce  steady  yields 
over  a  long  period  of  time. 

The  "Short-Term  Investment  Pool"  (STIP)  provides  a  short-term 
investment  vehicle  to  state  or  local  government  investors.    There 
is  a  fixed  $100  unit  value  for  STIP.    The  purpose  of  STIP  is  to 
provide  the  highest  possible  return,  yet  maintain  a  highly  liquid 
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position.   The  short-term  investment  portfolio  is  managed  by 
the  board,  and  participants  may  purchase  or  sell  units  on  a  dail\ 
basis. 


The  "Montana  Common  Stock  Pool"  (Mont-Comp)  is  an  in\est- 
ment  pool  designed  to  allow  authorized  agencies  to  participate  in 
the  equity  market  through  a  diversified  pool.    The  Montana 
Constitution  authorizes  only  the  retirement  funds  and  endow- 
ment funds  to  invest  in  private  corporate  capital  stock.   The 
board  manages  the  securities  in  the  portfolio,  and  participants 
purchase  units  on  a  monthly  basis. 

According  to  the  objectives  outlined  in  state  law,  the  board  also 
administers  economic  development  programs  which  were  created 
for  the  purpose  of  strengthening,  diversifying,  and  stabilizing 
the  Montana  economy  and  increasing  Montana  employment  and 
business  opportunity.   The  following  sections  describe  these 
programs: 

1.  The  Coal  Ta.x  Loan  Program  uses  a  revolving  loan 
strategy.   The  board  purchases  loans  from  appro\ed 
financial  institutions  to  finance  the  acquisition  of  land, 
buildings,  or  equipment  and  to  provide  working  capi- 
tal.   The  resources  available  to  provide  coal  tax  loans 
consist  of  in-state  investment  of  25  percent  of  all 
revenue  deposited  after  June  30,  1983  in  the  Permanent 
Coal  Tax  Trust  Fund,  principal  payments  on  all 
investments  made  from  the  Montana  In-State  Invest- 
ment Fund  (MISIF)  and  15  percent  of  the  annual 
income  and  earnings  on  the  MISIF. 

2.  The  Montana  Capital  Company  Program  is  designed  to 
make  venture  capital  available  within  the  state. 
Through  the  program,  the  board  offers  a  50  percent  tax 
credit  incentive  (up  to  $150,000)  to  investors  in 
qualified  Montana  Capital  Companies  (MCC),  whicii  in 
turn  must  invest  funds  in  Montana  businesses.   The 
board  issued  tax  credits  to  159  investors  totalling 
$918,000  in  fiscal  year  1988-89. 
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3.  The  board  also  administers  the  Stand-Alone  Industrial 
Development  Bond  Program  and  the  Pooled  Industrial 
Development  Bond  Program.    These  programs  provide 
lower  cost  capital  to  eligible  Montana  businesses 
through  the  use  of  tax-exempt  bonds.   The  board  did 
not  issue  any  bonds  under  either  program  during  fiscal 
year  1988-89. 

The  Stand-Alone  Industrial  Development  Bond 
Program  provides  a  means  for  satisfying  certain 
eligibility  requirements  for  businesses  to  obtain  money 
raised  by  issuing  tax-exempt  bonds.    Under  this 
program,  the  board  does  not  extend,  either  directly  or 
indirectly,  credit  or  funds  to  program  users  but  serves 
as  the  legal  conduit  into  the  tax-exempt  bond  market. 
The  board  issued  S4, 485, 000  in  bonds  under  the  Stand- 
Alone  Program  during  fiscal  year  1987-88. 

The  Pooled  Industrial  Development  Bond  Program, 
upon  full  satisfaction  of  program  requirements,  pro- 
vides loan  funds  to  Montana  businesses.    Loan  funds 
are  raised  by  the  board  through  pooled  tax  exempt 
bond  issues.   The  outstanding  balance  on  bond  issues  as 
of  June  30,  1989  is  $6,695,000. 

4.  The  Montana  Cash  Anticipation  Financing  (MCAF) 
Program  provides  tax  anticipation  financing  to  local 
governments.   In  August  1988,  the  board  issued  S17 
million  in  bonds  under  this  program.   The  bonds  are 
payable  from  tax  anticipation  notes  issued  by  local 
governments.    If  a  local  government  defaults,  the  board 
must  purchase  a  refunding  note  to  ensure  that  the 
necessary  bond  obligations  are  paid. 

5.  Bonds  are  used  to  finance  intermediate  term  (two  to 
fi\e  years)  capital  needs  of  local  governments  in  the 
Intermediate  Term  Capital  Pool  Program.    The  esti- 
mated borrowing  needs  of  various  local  governments 
are  pooled,  and  bonds  are  issued  to  finance  these 
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projects.    The  cost  of  issuance  is  paid  by  users  of  tlic 
pool. 

In  May  1988,  the  board  began  designing  the  Irrigation 
District  Pooled  Loan  Program  that  allows  certain 
Montana  Irrigation  Districts  to  take  advantage  of  a 
federal  government  offer  to  prepay  outstanding  Bureau 
of  Reclamation  loans  at  a  substantial  discount.    The 
board  agreed  to  raise  funds  through  a  tax-e.xempt  bond 
issue.    In  August  1988,  the  board  issued  $4.9  million  in 
bonds,  the  proceeds  of  which  were  used  to  prepay  fi\e 
irrigation  district  reclamation  loans. 
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Prior  Audit  Recommendations 


Prior  Audit  The  previous  audit  report  on  the  board  was  issued  for  the  fiscal 

Recommendations  year  ended  June  30,  1988.   The  report  contained  one  recom- 

mendation still  applicable  to  the  board's  operations.   The 
recommendation  was  partially  implemented  and  pertains  to  the 
board's  automated  accounting  system  which  is  discussed  on 
page  13. 
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Investment  Securities  The  board  participates  in  security  lending  activity  as  a  means  of 

on  Loan  earning  additional  income  on  investments.   The  board  has  an 

agreement  with  a  trustee  whereby  the  trustee  loans  securities 
managed  by  the  board  to  various  third  parties.    A  third  party 
will  contact  the  trustee  and  request  a  specific  security  in  order 
to  complete  a  buyer's  order.   During  the  period  the  security  is 
on  loan,  the  board  receives  a  fee  and  the  trustee  must  maintain 
collateral  as  follows: 

1.  The  required  value  for  equity  securities  loaned  is  102 
percent  of  the  market  value  of  the  loaned  securities. 

2.  For  corporate  bond  and  government  securities  loaned, 
the  required  value  is  102  percent  of  the  market  value 
of  the  loaned  securities  plus  any  accrued  interest. 

The  collateral  could  be  either  cash  or  a  pledged  security  similar 
to  the  security  which  was  loaned.   The  board  retains  all  rights 
and  risks  of  ownership  during  the  loan  period.   Total  securities 
on  loan  as  of  June  30,  1989  were  over  $180  million. 

The  board  receives  a  report  from  the  trustee  which  lists  securi- 
ties loaned.  However,  the  board  does  not  receive  a  report  which 
lists  what  has  been  pledged  as  collateral  for  the  loaned  security. 
By  not  receiving  such  information  the  board  can  not  ensure  the 
trustee  collateralized  loaned  securities  in  accordance  with  the 
agreement  or  that  the  pledged  security  is  an  authorized  security 
for  the  state  to  own. 

The  board  by  law  has  been  given  the  duty  of  managing  invest- 
ments on  behalf  of  state  agencies.    When  participating  in 
security  lending  activity  the  board  has  an  obligation  to  state 
agencies  to  ensure  investments  are  safe  and  comply  with  state 
law.   The  board  should  request  a  report  from  the  trustee  which 
lists  what  has  been  pledged  as  collateral  for  loaned  securities. 
Through  a  periodic  review  of  this  report  the  board  should 
document  trustee  compliance  with  the  agreement  and  the 
security  pledged  is  authorized  under  state  law  and  board  policy. 
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Recommendation  #1 

We  recommend  the  board: 

A.  Obtain  documentation  on  pledged  securities  from 
the  securities  lending  trustee. 

B.  Document  compliance  with  collateral  requirements 
and  state  law. 


Accounting  Issues 


State  law  requires  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  be  maintained  in  accordance  with  generally 
accepted  accounting  principles  (GAAP).   The  Department  of 
Administration's  Accounting  Division  developed  state  account- 
ing policies  which  implement  GAAP  for  the  state.    The  board 
records  transactions  on  SBAS  and  prepares  annual  financial 
statements.    The  board  does  not  have  the  opportunity  to  correct 
an  error  on  the  SBAS  records  after  the  books  have  closed  for  the 
fiscal  year  in  which  the  error  occurs.    Therefore,  SBAS  records 
do  not,  in  all  instances,  reflect  financial  activity  in  accordance 
with  GAAP.    However,  the  board's  financial  statements  were 
adjusted  for  any  significant  differences  from  GAAP.   The 
following  sections  describe  problems  we  noted  relating  to  the 
board's  financial  activity  on  the  state's  accounting  records. 


Proper  Classification  of 
Assets 


The  board  receives  a  monthly  statement  from  its  trustee  which 
lists  securities  on  loan  to  third  parties.    These  securities  are 
accounted  for  on  SBAS  through  the  use  of  specific  asset  control 
accounts.    The  board  received  the  June  1989  report  from  the 
trustee  two  days  before  the  fiscal  year  end  cutoff  period.   Since 
security  lending  procedures  were  not  documented  and  new  per- 
sonnel were  involved  in  the  accounting  process,  entries  to  SBAS 
were  not  made  to  ensure  accurate  classification  of  assets.    This 
resulted  in  short-term  and  long-term  securities  on  loan  on  SBAS 
being  understated  by  approximately  $31  million  and  overstated 
by  approximately  $3.^  million,  respectively.   Since  the  offsetting 
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entry  is  to  another  asset  control  account,  total  assets  as  recorded 
on  SBAS  and  the  financial  statements  are  accurate. 

During  our  review  of  trustee  statements  we  noted  that  two 
treasury  notes  purchased  by  the  board  were  not  properly 
accounted  for  on  SBAS  at  June  30,  1989.    This  resulted  in  cash 
with  fiscal  agent  being  overstated  and  long  term  investments 
being  understated  by  $476,144,  respectively. 


Recommendation  #2 

We  recommend  the  board  properly  classify  assets  on  the 
state's  accounting  records. 


Establishing  Receivables  During  the  fiscal  year  end  period  agencies  are  required  to  estab- 

lish receivables  for  anticipated  revenues  to  ensure  revenues  are 
recorded  in  the  correct  fiscal  year.    The  board  made  the  follow- 
ing errors  in  recording  various  receivables  on  SBAS: 

1.  When  calculating  the  June  1989  dividend  accrual  for 
Mont-Comp,  the  date  which  the  dividends  are  payable 
to  the  board  was  used  rather  than  the  ex-dividend  date 
to  determine  the  amount  of  the  accrual.   This  resulted 
in  dividend  receivable  and  investment  income  being 
understated  on  SBAS  by  $755,995. 

2.  The  majority  of  mortgage  investments  are  maintained 
on  an  automated  accounting  system.    However,  a 
number  of  mortgage  investments  are  accounted  for 
manually  since  interest  is  calculated  on  a  360  day  base 
rather  than  the  365  days  used  on  the  computer.    An 
accrual  for  the  manually  maintained  mortgage  invest- 
ment earnings  of  $20,663  was  not  made  on  SBAS. 

3.  At  fiscal  year  end  the  board  did  not  establish  an  inter- 
est accrual  for  $34,229.   According  to  board  personnel. 
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an  accrual  is  not  made  since  the  board  does  not  receive 
the  required  reports  from  the  trustee  by  June  30th. 
Since  an  accrual  is  an  estimate  based  on  available 
information,  the  board  could  estimate  this  accrual  using 
the  prior  months  interest  earned  or  the  average  interest 
earned  during  the  fiscal  year. 

The  financial  statements  were  adjusted  for  these  errors  to 
accurately  reflect  the  financial  information. 


Recommendation  #3 

We  recommend  the  board  establish  receivables  on  the 
state's  accounting  records  in  accordance  with  generally 
accepted  accounting  principles. 


Bond  Calculations  The  Financial  Accounting  Standards  Board  (FASB)  statement 

#91  requires  discounts  and  premiums  on  debt  securities  to  be 
amortized  over  the  life  of  the  investment,  as  an  adjustment  of 
yield,  using  the  effective  interest  method.    The  board's 
computer  system  calculates  the  amortization  of  premiums  and 
discounts  on  bond  purchases  using  the  straight-line  method. 
According  to  agency  personnel,  the  board  ran  the  old  computer 
system  and  the  new  computer  system  parallel  to  ensure  accuracy 
of  information  on  the  new  computer  system.   Since  the  old 
computer  system  used  the  straight-line  method  to  make  this 
calculation,  the  board  used  the  same  method  on  the  new  system. 
The  board  should  amortize  premiums  or  discounts  in  accordance 
with  generally  accepted  accounting  principles  or  document  that 
material  differences  do  not  exist  between  the  straight-line  and 
effective  interest  methods. 

We  reviewed  the  calculations  for  the  amortization  of  bond  swap 
gains  and  losses  and  found  several  errors  in  the  calculation  of 
the  monthly  amortization  of  the  gain  or  loss.    This  was  the  first 
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time  the  individual  performed  this  calculation  and  the  proce- 
dures were  not  documented. 

When  bonds  are  issued,  the  cost  of  issuance  is  amortized  over 
the  life  of  the  bond  using  the  straight-line  method.    When 
reviewing  the  amortization  of  bond  issue  costs  for  fiscal  year 
1988-89,  we  noted  the  board's  calculation  was  in  error  by 
$17,000.    Board  personnel  could  not  provide  documentation  of 
how  the  calculation  was  made. 


Recommendation  #4 

We  recommend  the  board: 

A.  Amortize  premiums  and  discounts  on  purchased 
bonds  in  accordance  with  generally  accepted 
accounting  principles. 

B.  Document  its  procedures  for  bond  calculations. 


Document  Numbering  Log  When  reviewing  the  board's  document  numbering  log,  we  found 

transactions  which  could  not  be  traced  from  the  log  to  entry  on 
the  accounting  records.   The  document  number  in  the  document 
log  did  not  coincide  with  the  document  number  on  SBAS, 
mainly  due  to  data  entry  errors. 

According  to  state  policy  (MOM  section  2-0925),  each  document 
should  be  sequentially  numbered.    A  document  numbering  log 
should  be  maintained  to  insure  the  sequential,  non-repetitive  use 
of  document  numbers.    After  documents  are  entered  on  the 
accounting  records,  the  records  should  be  reviewed  to  ensure 
accurate  input  and  processing  of  only  approved  transactions. 

The  new  on-line  entry  and  edit  (OE&E)  system  for  SBAS  estab- 
lished an  automatic  document  numbering  feature.   This  feature 
enables  an  agency  to  assign  group  numbers  within  the  board's 
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document  number  range  to  restrict  a  block  of  document  num- 
bers.   By  utilizing  this  feature  data  entry  and  duplicate 
numbering  errors  would  be  minimized. 

We  expressed  our  concern  related  to  accurate  document  numbers 
to  the  board  in  an  August  1989  letter,  but  as  of  October  1 1, 
1989,  the  board  had  not  established  procedures  to  correct  the 
problem.   The  board  should  either  utilize  the  OE&E  feature  or 
establish  alternative  procedures  to  ensure  that  SBAS  documents 
are  sequentially  numbered  and  agree  to  the  SBAS  document 
numbering  log. 


Recommendation  #5 

We  recommend  the  board  establish  procedures  to  ensure 
SBAS  records  agree  to  the  SBAS  document  numbering  log. 


Accounting  Procedures  The  previous  five  sections  address  errors  we  noted  that  were 

largely  due  to  turnover  in  key  accounting  positions  during  the 
fiscal  year.   The  transition  has  been  difficult  since  the  board 
does  not  maintain  written  accounting  procedures  specific  to  its 
operations.    Many  of  the  errors  we  noted  resulted  from  this 
turnover.    It  is  important  that  an  incoming  accountant  easily 
identify  and  follow  established  board  procedures.   The  board 
should  document  its  accounting  procedures  to  ensure  established 
investment  accounting  procedures  are  followed  and  transactions 
are  properly  recorded.   This  would  also  facilitate  a  new 
accountant's  understanding  of  work  that  was  previously 
performed. 
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Recommendalion  #6 

We  recommend  the  board  document  accounting  procedures 
specific  to  its  operations  to  ensure  use  of  consistent 
accounting  procedures  and  the  preparation  of  accurate 
financial  records. 


Automated  Accounting 
and  Investment 
Management  System 


Our  four  previous  audit  reports  discussed  problems  and  delays 
associated  with  the  acquisition  and  implementation  of  an 
automated  accounting  and  investment  management  system.   The 
board  worked  to  address  and  correct  many  of  the  problems 
noted  in  prior  audits.    In  August  1988  the  board  approved  and 
purchased  a  new  computer  package  which  contained  programs  to 
account  for  investment  activities  managed  by  the  board.   The 
computer  package  required  enhancements  to  accommodate  the 
STIP  and  Mont-Comp  participant  information. 


During  fiscal  year  1988-89  the  AOF  and  Mont-Comp  invest- 
ment activity  was  loaded  on  the  new  system.   The  board  began 
loading  the  June  30,  1989  STIP  investment  activity  on  the  new 
system  during  November  of  1989.    The  required  STIP  and 
Mont-Comp  participant  enhancement  to  the  computer  package 
has  been  completed  and  the  participant  information  is  expected 
to  be  available  on  the  system  by  February  1990.    Various  dela\s 
in  bringing  the  system  to  an  operational  status  have  occurred. 
The  major  reasons  relate  to  the  board  running  out  of  computer 
memory,  delays  in  receiving  additional  hardware  from  the 
vendor  and  required  enhancements  to  the  software.    We 
reviewed  and  evaluated  the  board's  computer  system  and  noted 
several  problems  as  discussed  in  the  following  paragraphs. 

Since  July  1,  1989,  fiscal  year  1989-90  daily  transactions  have 
not  been  input  on  the  new  system.    According  to  board  person- 
nel, this  is  mainly  due  to  turnover  in  personnel  who  enter  the 
daily  transactions  on  the  system  and  the  new  system  not  being 
fully  operational.    Currently  the  board  is  training  a  new 
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employee    on  data  input,  and  according  to  board  personnel,  all 
transactions  should  be  on  the  new  system  by  January  1,  1990. 
Until  the  transactions  can  be  processed  on  the  system,  the  board 
is  maintaining  manual  records  to  facilitate  investment  decisions. 
Accounting  controls  relate  to  the  safeguarding  of  assets  and  the 
reliability  of  accounting  records.    In  order  to  maintain  accurate 
accounting,  it  is  important  to  record  transactions  in  a  timely 
manner.   The  board  should  establish  a  training  policy  to  ensure 
uninterrupted  processing  in  the  case  of  employee  turnover. 


When  employee  access  to  the  computer  system  was  established, 
there  were  three  levels  of  access  to  stored  data  and  computer 
programs  given  to  employees.    During  our  review  of  certain 
employee  positions  and  the  access  they  were  allowed,  we  noted  a 
proper  segregation  of  duties  did  not  exist  between  the 
recordkeeping  and  authorization  functions.    Access  to  the  system 
should  be  reviewed  on  an  individual  basis  to  ensure  that  a 
proper  segregation  of  duties  exists.    In  addition,  we  noted  the 
board  does  not  have  written  policy  or  guidelines  addressing  the 
changing  of  passwords.    Passwords  should  be  changed 
periodically  to  ensure  that  unauthorized  access  to  the  system  is 
not  gained. 

Daily  backups  of  the  system  are  made  automatically  each  even- 
ing.  The  tapes  are  stored  next  to  the  primary  computer  in  an 
unprotected  box.   Once  a  week  the  daily  back  ups  are  combined 
and  stored  at  an  off-site  location  for  safekeeping.  Therefore,  the 
most  data  which  could  be  lost  in  case  of  a  major  disaster  would 
be  one  week's  transactions.    In  order  to  minimize  the  extent  of 
loss,  the  daily  backup  copies  of  data  should  be  stored  in  a  secure 
location  such  as  a  locked  file  cabinet  or  fireproof  vault. 

In  addition,  the  board  does  not  have  a  written  disaster  recovery 
plan.  The  board  does  have  a  verbal  agreement  with  another 
state  agency  to  use  their  hardware  to  operate  the  board's  invest- 
ment activities  in  case  of  a  disaster.  The  disaster  recovery  plan 
should  be  formalized  to  ensure  accurate  procedures  and  actions 
are  taken  to  minimize  the  loss  due  to  an  interruption  in  service. 
The  major  objective  in  disaster  recovery  planning  is  the  timely 
recovery  of  processing  for  critical  applications. 
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The  problems  we  noted  with  the  current  automated  system 
should  be  addressed  in  order  for  the  new  system  to  remain  in  an 
operational  status  regardless  of  turnover  in  personnel  or  a 
disaster. 


Recommendation  #7 

We  recommend  the  board  adopt  policies  relating  to: 

A.  Employee  training  to  ensure  uninterrupted  use  of  the 
computer  system. 

B.  Employee  access  to  the  computer  system. 

C.  Computer  passwords. 

D.  Storage  of  daily  backups. 

E.  A  disaster  recovery  plan. 
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Investment  of 
Permanent  Trust  Fund 


This  report  section  discusses  an  issue  which  we  believe  warrants 
disclosure.   Since  board  officials  are  aware  of  the  concern  and 
are  considering  measures  to  address  the  issue,  we  do  not  make  a 
recommendation. 


The  main  function  of  the  board  is  to  invest  funds  on  behalf  of 
state  agencies.   These  investments  fall  into  one  of  three 
portfolios:    All  Other  Funds,  Short-Term  Investment  Pool,  or 
the  Montana  Common  Stock  Pool.    In  accordance  with  section 
17-6-201,  MCA,  the  board  is  directed  to  "diversify  the  holdings 
of  each  fund  within  the  unified  investment  program  to  minimize 
the  risk  of  loss  and  to  maximize  the  rate  of  return  ...". 

When  the  Montana  Economic  Development  Board  and  the  Board 
of  Investments  merged  on  July  1,  1987,  the  board  began  admin- 
istering the  Montana  In-State  Investment  Fund  (MISIF).    MISIF 
was  established  to  enhance  the  Montana  economy  by  providing 
loans  to  Montana  businesses.   By  board  rule  the  business  can 
receive  up  to  a  2  1/2  percent  discount  on  the  interest  rate  of  the 
loan  depending  on  the  number  of  jobs  which  are  created.    How- 
ever, section  17-6-311,  MCA,  limits  the  amount  which  can  be 
loaned  to  one  business  under  this  fund  to  10  percent  of  the  prior 
fiscal  year's  coal  severance  tax  revenue  deposited  in  MISIF.   The 
maximum  loan  amount  for  fiscal  year  1988-89  was  $862,436. 

The  Board,  on  behalf  of  the  Department  of  Revenue,  invests  the 
Permanent  Coal  Tax  Trust  Fund.   The  board  invests  a  portion  of 
the  Permanent  Coal  Tax  Trust  Fund  in  a  manner  similar  to  the 
MISIF.    By  making  loans  out  of  the  Permanent  Coal  Tax  Trust 
Fund  in  this  manner  there  is  no  limit  on  the  amount  which  can 
be  loaned  to  one  business. 

Investment  earnings  on  the  Permanent  Coal  Tax  Trust  Fund  are 
deposited  in  the  general  fund.   Therefore,  a  potential  exists  for 
the  general  fund  to  lose  up  to  2  1/2  percent  of  interest  earnings 
from  the  discounted  interest  rate  for  jobs  created.   We  noted  a 
$10  million  loan  from  the  Permanent  Coal  Tax  Trust  Fund  that 
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included  a  provision  allowing  the  discounted  interest  rate  for 
creating  jobs. 

The  laws  governing  these  investments  are  somewhat  contra- 
dictory in  that  the  Permanent  Coal  Tax  Trust  Fund  is  to  be 
invested  to  maximize  returns  to  compensate  future  generations 
for  the  loss  of  a  non-renewable  resource.    It  also  is  to  be  used 
for  economic  development  purposes  which  means  if  interest 
rates  on  loans  are  discounted  returns  may  not  be  maximized. 

The  legislature  specifically  established  MISIF  and  set  limits  for 
investments  in  the  fund.    However,  the  legislature  has  not 
specifically  addressed  or  set  limits  on  investment  of  the  Perma- 
nent Coal  Tax  Trust  Fund  for  economic  development  purposes. 
The  board  presented  a  report  discussing  this  issue  to  the  Coal 
Tax  Oversight  Committee  and  is  drafting  legislation  to  clarify 
state  law. 
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LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Investments  Managed  for 
the  Montana  Board  of  Investments,  All  Other  Funds  as  of  June  30,  1989  and  1988, 
and  the  related  Statement  of  Investment  Income  and  Statement  of  Changes  in 
Investments  Managed  for  the  two  fiscal  years  then  ended.   These  financial 
statements  are  the  responsibility  of  the  Board  of  Investment's  management.    Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  investments  managed  by  the  Montana  Board  of  Invest- 
ments, Ail  Other  Funds  as  of  June  30,  1989  and  1988,  and  its  investment  income 
and  changes  in  its  investments  managed  for  the  fiscal  years  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted, 

JMJT 


October  11,  1989 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  INVESTMENTS  MANAGED 
JUNE  30,  1989  and  1988 

1989  1988 

Investments  managed  at  book  value 

(current  value  of  $2,132,006,540 

in  1989  and  $1,903,152,398  in  1988) 

(Note  2)  $2,069,889,684    $1,883,328,060 

Dividends  and  interest  receivable  48,140,169        45,994,342 

Net  unamortized  deferred  losses  on 

bond  swaps  (Note  2)  17,714,095  18,963,032 
Interest  purchased  receivable  1 .254. 105    1 .  992  .  703 

Total  Investments  Managed  $2.136.998.053    $1.950.278,137 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 


STATEMENT  OF  INVESTMENT  INCOME 

JUNE  30.  1989  and  1988 

1989  1988 

INCOME: 

Investment  income  $   196,421,468    $   182,323,826 

Realized  gain  on  sales  5,484,492         4,798,973 

Amortization/Accretion  4.  511 ,  574    3  .759  ,619 

Total  Income  206.417.534       190.882.418 

EXPENSES: 

Administrative  expenses  (551,766)         (568,427) 
Net  amortization  of  deferred 

losses  on  bond  swaps  (Note  2)  (1.945.282)       (1.951.273) 

Total  Expenses  (2.497.048)       (2.519.700) 

Net  Investment  Income  $   203.920.486    $   188.362.718 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  CHANGES  IN  INVESTMENTS  MANAGED 
JUNE  30.  1989  and  1988 


1989 


1988 


TOTAL  INVESTMENTS  MANAGED, 

BEGINNING  OF  YEAR  $1,950,278,137 

Net  investment  income  $  203,920,A86 

Income  remitted  to  agencies  (201 .774.659) 

Increase  (decrease)  in  dividends 

and  interest  receivable  2,145,827 

Interest  purchased  during  the  year         4,424,312 
Collection  of  purchased  interest 
during  the  year  (5,162.910) 

Increase  in  interest 
purchased  receivable  (738,598) 

Net  bond  swap  gains/losses  incurred 

during  the  year  696,345 

Net  amortization  of  deferred 

bond  swap  losses  (1.945.282) 

Increase  (decrease)  in  net  unamor- 
tized gains/ losses  on  bond  swaps  (1,248,937) 
Increase  in  book  value  of  invest- 
ments due  to  net  amortization  of 

discounts  and  premiums  4,511,574 

Investments  purchased  9,084,415,537 

Investments  sold,  matured,  and  called   (8.902,365.487) 
Increase  (decrease)  in  book 
value  of  investments  purchased  182.050.050 

TOTAL  INVESTMENTS  MANAGED,  END  OF  YEAR  $2.136.998.053 


$  188,362,718 
(183.680.865) 


5,620,434 
(5.512.688) 

3,676,333 
(1.951.273) 


7,830,594,023 
(7.616.459.611) 


$1,725,869,447 


4,681,853 


107,746 


1,725,060 


3,759,619 


214.134.412 
$1.950,278.137 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1989  and  1988 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was 
created  by  an  act  of  the  Legislature  as  the  sole  authority  to  invest 
and  manage  state  funds  in  accordance  with  the  laws  and  Constitution 
of  the  state  of  Montana.  The  investments  and  income  therefrom  are 
owned  by  various  state  of  Montana  agencies  and  managed  on  their 
behalf  by  the  Board. 

The  Board  operates  under  the  "prudent  expert  principle" , 
diversifying  holdings  of  each  fund  to  minimize  risk  of  loss  and 
maximize  rate  of  return.  Common  stock  purchases  are  restricted  to 
pension  funds . 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Investments 

Investments  are  presented  in  the  Statement  of  Investments 
Managed  at  book  value  (original  cost  adjusted  for  discount  and 
premium  amortization  where  applicable).  Premiums  and  discounts  are 
amortized  using  the  straight-line  method  over  the  life  of  the 
securities.  An  average  life  of  eight  years  is  used  for  amortization 
of  mortgage  discounts. 

Current  values  for  publicly  traded  securities  are  determined 
primarily  by  reference  to  market  prices  supplied  to  the  Board  by 
various  brokerage  houses  and  pricing  services.  The  investments 
managed  relate  principally  to  investments  which  will  be  held  or 
otherwise  disposed  of  at  no  significant  loss  to  the  fund. 

Bond  Swaps 

Bond  swaps  involve  trading  one  security  for  another  security 
having  the  same  par  value  for  the  purpose  of  enhancing  portfolio 
content  and/or  yield.  For  pension  funds  the  Board  defers  gains  and 
losses  resulting  from  bond  swaps  and  amortizes  such  gains  and  losses 
over  the  shorter  of  the  remaining  life  of  either  the  bonds  sold  or 
the  replacement  bonds  purchased.  As  shown  in  the  accompanying 
financial  statements  the  accumulated  net  unamortized  deferred  loss 
on  bond  swaps  was  $17,714,095  at  June  30,  1989  and  $18,963,032  at 
June  30,  1988.  The  net  amortization  of  the  deferred  losses  on  bond 
swaps  for  June  30,  1989  was  $1,945,282  and  for  June  30,  1988  was 
$1,951,273. 
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Beginning  in  fiscal  year  1987-88,  the  Board  began  using  the 
completed  transaction  method  for  bond  swaps  accounting  for  funds 
other  than  public  employee  retirement  systems. 


3.  INVESTMENTS  NOT  UNDER  DIRECT  CONTROL 

Land  and  buildings,  included  in  investments  managed  in  the 
accompanying  financial  statements,  are  not  under  direct  control  of 
the  Board.  The  agencies  administering  these  assets  maintain  control 
and  provide  the  Board  with  the  necessary  financial  information.  Net 
rental  income  from  these  buildings  of  $13,062  and  $14,535  for  the 
fiscal  years  ended  June  30,  1989  and  1988,  respectively,  is  included 
in  investment  income. 

The  book  value  of  land  and  buildings  included  in  investments 
managed  in  the  accompanying  financial  statements  was  $233,641  at 
June  30,  1989  and  $242,086  at  June  30,  1988. 

4.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank 
(Chase)  whereby  Chase  would  loan  to  other  entities  securities 
managed  by  the  Board.  During  the  period  the  securities  are  on  loan, 
the  Board  receives  a  fee  and  Chase  must  maintain  collateral  equal 
to  102  percent  of  the  market  value  of  the  securities  loaned.  The 
Board  retains  all  rights  and  risks  of  ownership  during  the  loan 
period.  Included  in  interest  income  in  the  accompanying  financial 
statements  is  $250,364  for  the  year  ended  June  30,  1989  and  $514,067 
for  the  year  ended  June  30,  1988  of  income  from  securities  lending 
activities.  At  June  30,  1989  approximately  $144,418,427  and  at  June 
30,  1988  approximately  $77,086,750  of  securities  included  in  these 
financial  statements  had  been  loaned  by  Chase  to  other  entities. 

5.  INCOME  RECLASSIFICATION 

Dividend  and  rental  income  of  $28,391  for  the  fiscal  year 
ended  June  30,  1988  was  reclassified  as  investment  income. 
Investment  income  consists  of  interest  earnings,  dividends,  rents, 
security  lending  fees,  mortgage  income  and  commitment  fees. 
Amortization  amounting  to  $3,759,619  was  also  reclassified  for 
separate  disclosure. 

6.  INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1989  and 
June  30,  1988.  Category  1  includes  investments  that  are  insured  or 
registered  or  securities  that  are  held  by  the  entity  or  its  agent 
in  the  entity's  name.  Category  2  includes  uninsured  and 
unregistered  investments,  witli  securities  held  by  the  counterparty 
trust  department  or  agent  in  the  entity's  name. 
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Long-term  investments  are  carried  at  book  value  and  short- term 
investments    are    carried   at   original    cost. 

Long-Term  Investments 

June  30,    1989 


Investment  Type 

Government  Securities 
Corporate  Bonds 
Canadian  Bonds 
Mortgages 
Other  Investments 
Venture  Capital 
Leveraged  Buy  Outs 
Corporate  Stocks 
Total  Long-Term 


Category  1     Category  2    Carrying  Amount  Market  Value 


$  296,101,336  $112,113,566 

1,357,503,596  32,004,861 

85,639,750  300,000 

121,265,438  0 

256,642  0 

1,697,557  0 

13,646,679  0 

85.259  0 


$  408,214,902  $  423,130,362 
1,389,508,457   1,426,011,658 


85,939,750 

121,265,438 

256,642 

1,697,557 

13,646,679 

85.259 


96,232,044 

121,265,438 

256,642 

1,697,710 

14,083,819 

53.867 


$1.876.196.257  $144.418.427*  $2.020.614.684  $2,082.731,540 


Short-Term  Investments 

June  30,  1989 

Investment  Type          Category  1     Category  2    Carrying  Amount  Market  Value 

Repurchase  Agreements  $   49,275.000  $ 0   $   49.275.000  $   49.275.000 

Total  Short-Term    $   49.275.000  $ 0   $   49.275.000  $   49.275.000 

GRAND  TOTAL            $1.925.471.257  $144.418.427   $2.069.889.684  $2,132.006,540 


Investment  Type 

Government  Securities 
Corporate  Bonds 
Canadian  Bonds 
Mortgages 
Other  Bonds 
Venture  Capital 
Leveraged  Buy  Outs 
Corporate  Stocks 
Total  Long-Term 


Long- 

Term  Investments 

J 

une  30,  1988 

Category  1 

Category  2 
$52,789,634 

Carrying  Amount 
$  354,337,811 

Market  Value 

$  301,548,177 

$  372,634,377 

1,242,824,603 

22,220,143 

1 

,265,044,746 

1,257,034,881 

83,484,622 

100,106 

83,584,728 

93,639,448 

119,145,652 

0 

119,145,652 

119,145,652 

1,334,365 

0 

1,334,365 

1,334,365 

0 

537,500 

537,500 

537,500 

0 

8,467,000 

8,467,000 

8,092,000 

409.258 

0 

409.258 

267.175 

$1.748.746.677   $84.114.383**  $1.832.861.060  $1.852,685.398 


Short-Term  Investments 

June  30,  1988 

Investment  Type  Category  1  Category  2  Carrying  Amount  Market  Value 

Repurchase  Agreements  $   50,467,000  $ 0  $   50,467,000  $   50,467,000 

Total  Short-Term  $   50,467.000  $ 0  $   50,467,000  $   50,467,000 

GRAND  TOTAL  $1,799.213.677  $84.114.383  $1.883.328.060  $1,903.152.398 

*At  June  30,  1989,  these  securities  with  a  market  value  of  $146,320,402  were  loaned  under 
a  security  lending  agreement  with  the  State's  agent. 

**At  June  30,  1988,  these  securities  with  a  market  value  of  $68,158,908  were  loaned  under 
a  security  lending  agreement  with  the  state's  agent. 
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The  corporate  stock,  venture  capital  and  leveraged  buy-out  investment  types  for  June 
30,  1988  have  been  reclassified  as  long-term  investments  instead  of  short-term 
investments  as  previously  reported. 


7.     SUBSEQUENT  EVENTS 

Bonds  covered  by  an  irrevocable  loan  agreement  were  issued  for 
$9,485,000  on  August  29,  1989  in  the  Municipal  Cash  Anticipation 
Financing  Program.  The  maturity  date  of  the  bonds  is  September  28, 
1990. 
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STATE  OF  MONTANA 
HOARD  OF  INVESTMENTS 

SHORT-TERM  INVESTMENT  POOL 

FINANCIAL  STATEMENTS 

JUNE  30.  1989  AND  1988 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.NORTHEY 


^Uitt  uf  tht  ^tj^hintiixt  ^nbiiixt 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Short-Term  Investment  Pool  as  of  June  30,  1989 
and  1988,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investment's 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.    Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Short-Term  Investment  Pool  as  of  June  30,  1989  and  1988,  and  its  investment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislati\e  Auditor 


October  11,  1989 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  FOOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1989  AND  1988 


1989 


1988 


Cash 

Accounts  receivable 
Interest  receivable 
Investments  managed  at  cost 
(Approximate  market  value  of 
$679,281,995  in  1989  and 
$613,635,499  in  1988) 

Total  Assets 

Accrued  expenses 
Income  due  participants 

Net  asset  value 


)     10,488 

30 

10,117,050 

671.920.309 


682,047,877 


0 


(144.977) 


$681.902,900 


;      6,430 

0 

7,149,754 

610.316.135 


617,472,319 


0 


(151,119) 


$617.321.200 


Units  outstanding 
Unit  value 


6,819,029 
$        100 


6,173,212 
$        100 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
JUNE  30,  1989  and  1988 


1989 


1988 


Net  asset  value,  beginning  of  year  $   617,321,200  $   635,177,400 
Value  of  units  purchased  by 

participants  1,093,079,100  1,014,496.000 

Value  of  units  sold  by  participants  (1.028.497.400)  (1.032.352.200) 


Net  asset  value,  end  of  year 


$  681.902.900 


S   617.321.200 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTIONS 
JUNE  30,  1989  and  1988 


1989  1988 


Investment  income  $54,649,755  $44,175,739 

Administrative  expenses  (487,968)  (227,764) 

Income  purchased  by  participants  2,965,326  2,234,392 
Income  due  participants, 

beginning  of  year  151,119  141.705 

Income  available  for  distribution  57.278.233  46.324.072 

Income  distributed  on  units  sold  2,956,295  3,091,835 

Distribution  54,176.961  43.081.118 

Total  distributions  57.133.256  46.172.953 

Income  due  participants,  end  of  year   $   144.977  $   151.119 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  FOOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1989  and  1988 


1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was 
created  by  an  act  of  the  Legislature  to  invest  and  manage  the  state 
of  Montana's  investment  funds  on  a  centralized  basis. 

The  purpose  of  STIP  is  to  obtain  the  highest  possible  return, 
yet  maintain  a  highly  liquid  position  whereby  funds  may  be  invested 
for  relatively  short  periods,  one  day  or  more,  depending  upon  the 
participant's  anticipated  use  of  the  funds.  The  investments  and  the 
income  from  STIP  are  owned  by  the  participants  as  they  purchase 
units  and  are  managed  on  their  behalf  by  the  Board. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  STIP  unit  value  is  fixed  at  $100.  The  total  price  to  buy 
or  sell  a  unit  is  $100  plus  income  accrued  per  unit  since  the  last 
distribution.  Income  is  distributed  on  the  last  business  day  of 
each  month.  Participants  have  the  option  of  having  the  income  auto- 
matically reinvested  in  additional  units. 

A  unit  purchased  by  a  participant  begins  accruing  income  on 
the  day  it  is  purchased  and  ceases  to  accrue  income  on  the  day 
before  the  unit  is  sold.  Participants  who  sell  units  between  dis- 
tribution dates  receive  the  respective  investment  income  in  the 
total  price  of  the  unit  on  the  date  of  sale. 

Administrative  expenses  incurred  by  the  Board  are  charged  to 
STIP  daily  based  on  the  Board's  expenses  applicable  to  STIP. 

The  portfolio  of  investments  in  STIP  is  kept  under  one  year 
in  maturity  and  is  carried  at  cost  or  amortized  cost  where 
applicable.  This  portfolio  structure  allows  for  the  fixing  of  the 
v7orth  of  the  unit. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank 
(Chase)  whereby  Chase  would  loan  to  other  entities  securities 
managed  by  the  Board.  During  the  period  the  securities  are  on  loan, 
the  Board  receives  a  fee  and  Chase  must  maintain  collateral  equal 
to  102  percent  of  the  market  value  of  the  securities  loaned.  The 
Board  retains  all  rights  and  risks  of  ownership  during  the  loan 
period.  Security  lending  income  totaled  $190,766  for  the  year  ended 
June  30,  1989  and  $54,432  for  the  year  ended  June  30,  1988.   At 
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June  30,  1989  and  June  30,  1988,  respectively,  $34,069,829  and 
$80,758,105  in  securities  were  loaned  by  Chase  to  other  entities. 

4.     INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1989  and 
June  30  1988.  Category  1  includes  investments  that  are  insured  or 
registered  or  securities  that  are  held  by  the  entity  or  its  agent 
in  the  entity's  name.  Category  2  includes  uninsured  and 
unregistered  investments,  with  securities  held  by  the  counterparty 
trust  department  or  agent  in  the  entity's  name. 


June  30,  1989 


Carrying 

Market 

Investment  TYPe 

Cateqory  1 
$358,672,935 

Cati 
$ 

eqory  2 
0 

Amount 

Value 

Bankers'  Acceptances 

$358,672,935 

$362,076,433 

Commercial  Paper 

80,106,399 

0 

80,106,399 

81,011,385 

Corporate  Obligations 

64,991,800 

0 

64,991,800 

65,066,931 

Montana  Certificates 

of  Deposits 

3,800,000 

0 

3,800,000 

3,800,000 

Government  Securities 

77,554,346 

34 

,069, 

,829 

111,624,175 

114,602,246 

Repurchase  Agreements 

52.725.000 

0 

52.725.000 

52.725.000 

Total 


$637.850,480    $34,069.829*    $671.920,309 


$679.281.995 


June  30, 

1988 

Carrying 

Market 

Investment  Type 

Cateqory  1 
$239,330,475 

Cati 

eqory 

$0 

Amount 

Value 

Bankers'  Acceptances 

$239,330,475 

$241,150,366 

Commercial  Paper 

103,424,685 

0 

103,424,685 

104,176,220 

Corporate  Obligations 

69,953,090 

0 

69,953,090 

69,745,630 

Montana  Certificates 

of  Deposits 

6,108,789 

0 

6,108,789 

6,108,789 

Government  Securities 

60,207,991 

80 

,758, 

105 

140,966,096 

141,921,494 

Repurchase  Agreements 

50.533.000 

0 

50.533.000 

50.533.000 

Total 


$529,558.030  $80.758.105**       $610.316.135       $613.635,499 


*June  30,    1989,    these  securities  with  a  market  value  of  $35,040,821   were   loaned  under  a 
security  lending  agreement  with  the  state's  agent. 

**June  30,    1988,    these  securities  with  a  market  value  of  $81,410,221   were   loaned  under  a 
security   lending  agreement  with  the  state's  agent. 


5.  RESTATEMENTS 

The  cash  and  interest  receivable  accounts  for  the  June  30, 
1988  balance  sheet  have  been  restated  to  reflect  $5,067  in  security 
lending  income  received  on  or  before  June  30.  The  security  lending 
income  for  fiscal  year  1987-88  has  also  been  restated  as  $54,432  as 
compared  to  $57,872  as  previously  stated.  Administrative  expenses 
for  fiscal  year  1987-88  have  been  restated  as  $227,764  as  compared 
to   $173,333   as   previously   reported. 
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STATE  OF  MONTANA 
BOARD  OF  INVESTMENTS 

MONTANA  COMMON  STOCK  POOL 

FINANCIAL  STATEMENTS 

JUNE  30.  1989  AND  1988 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


^ffir^  txt  iht  ^t^isiztii'txt  ^ubitnx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Montana  Common  Stock  Pool  as  of  June  30,  1989 
and  1988,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investment's 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.    Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  e\  idence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Montana  Common  Stock  Pool  as  of  June  30,  1989  and  1988,  and  its  in\estment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 


Respectfully  submitted. 


fames  Gillett,  CPA 
Deputy  Legislative  Auditor 


October  1 


1989 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1989  AND  1988 


1989 


1988 


Cash 

Dividend  receivable 

Interest  receivable 

Investments  managed  at  current  value 

(Cost  of  $189,991,182  in  1989  and 

$169,198,171  in  1988) 

TOTAL  ASSETS 
Income  due  participants 
Net  asset  value 


0 

819,696 

12,482 


295.977.126 
296,809,304 
(196.278) 
$296.613.026 


118 

767,823 
15,841 


255.144,518 
255,928,300 
(32.935) 


$255.895.365 


Units  outstanding 
Unit  value 


122,531 
2,421 


119,074 
2,149 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
JUNE  30.  1989  and  1988 


1989 


1988 


Net  asset  value,  beginning  of  year 
Value  of  units  purchased  by 

participants 
Value  of  units  sold  by  participants 
Changes  in  current  value  of 

investments  managed 

Net  asset  value,  end  of  year 


$255,895,365 

7,883,088 
(6,426) 

32.840.999 

$296.613.026 


$254,101,804 

9,405,659 
0 

(7.612.098) 

$255.895.365 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTIONS 
JUNE  30,  1989  and  1988 


1989  1988 

Investment  income  $   13,916,229  $   12,308,716 
Administrative  expenses                     (234,074)         (339,550) 
Income  due  participants, 

beginning  of  year  32,935  16.005 

Income  available  for  distribution  13,715,090        11,985,171 

Distribution  (Note  2)  (13.518.812)      (11.952.236) 

Income  due  participants,  end  of  year  $      196.278  $       32.935 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30.  1989  and  1988 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was 
created  by  an  act  of  the  Legislature  to  invest  and  manage  the  state 
of  Montana's  investment  funds  on  a  centralized  basis.  The  Montana 
Common  Stock  Pool  (Mont-Comp)  was  created  to  allow  smaller 
retirement  funds  the  opportunity  to  participate  in  the  equity  market 
via  a  diversified  pool. 

Mont-Comp  was  created  as  of  July  1,  1980  by  the  transfer  from 
All  Other  Funds  to  Mont-Comp  all  common  stock  owned  by  the  Public 
Employees'  Retirement  System  and  the  Teachers'  Retirement  System. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  Public  Employees'  Retirement  System  and  the  Teachers' 
Retirement  System  transferred  virtually  all  stock  owned  into  Mont- 
Comp  at  the  start-up  date  and  were  issued  units  according  to  the 
market  value  of  their  contribution,  retaining  their  original  total 
cost  basis. 

The  initial  unit  value  as  of  July  1,  1980  was  $1,000.  Unit 
values  thereafter  are  calculated  once  a  month  at  the  close  of  the 
last  business  day  of  the  month  based  upon  the  market  value  of  the 
Mont-Comp  equity  holdings  and  other  assets.  Participants  may  only 
buy  or  sell  units  on  the  first  business  day  of  each  month. 

Mont-Comp  distributes  to  each  participant  investment  income 
on  the  last  business  day  of  each  month.  This  distribution  is  based 
on  the  full  accrual  basis  so  that  all  dividends  and  interest  accrued 
during  the  month  are  returned  to  the  participants  based  on  the 
number  of  their  units  outstanding. 

Beginning  in  fiscal  year  1987-88,  Mont-Comp  administrative 
expenses  incurred  by  the  Board  are  charged  to  Mont-Comp  monthly. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank 
(Chase)  to  loan  other  entities  securities  managed  by  the  Board. 
During  the  period  the  securities  are  on  loan,  the  Board  receives  a 
fee  and  Chase  must  maintain  collateral  equal  to  102  percent  of  the 
market  value  of  the  securities  loaned.  The  Board  retains  all  rights 
and  risks  of  ownership  during  the  loan  period.  Included  in 
investment  income  in  the  accompanying  financial  statements  is  $9,529 
for  the  year  ended  June  30,  1989  and  $17,358  for  the  year  ended 
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June  30,  1988  of  income  from  securities  lending  activities.  At 
June  30,  1989  approximately  $1,868,484  and  at  June  30,  1988 
approximately  $6,787,792  of  securities  included  in  these  financial 
statements  had  been  loaned  by  Chase  to  other  entities. 


A. 


INVESTMENT   RISK   CATEGORIES 


State  of  Montana  investments  are  categorized  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1989  and 
June  30,  1988.  Category  1  includes  investments  that  are  insured 
or  registered  or  securities  that  are  held  by  the  entity  or  its  agent 
in      the      entity's      name.  Category      2      includes      uninsured      and 

unregistered   investments,    with  securities   held  by   the   counterparty 
trust   department   or   agent   in  the   entity's  name. 


Investment 
Type 

Corporate 
Stocks 


June  30,    1989 
Category  1  Category  2 


Carrying 
Amount 


Market 
Value 


$129,476,699  $1,868,484*         $131,345,182         $237,331,126 


Investment 
Type 

Corporate 
Stocks 


June  30,    1988 
Category  1  Category  2 


Carrying 
Amount 


Market 
Value 


$100,056,779  $6,787,792**       $106,844,571         $192,790,918 


At  June  30,  1989,   these  securities  with  a  market  value  of  $3,424,462  were  loaned  under 

a  security  lending  agreement  with   the  state's  agent. 

At  June  30,  1988,   these  securities  with  a  market  value  of  $7,762,500  were  loaned  under 

a  security  lending  agreement  with  the  state's  agent. 
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STATE  OF  MONTANA 
BOARD  OF  INVESTMENTS 

ENTERPRISE  AND  NON-EXPENDART-E  TRUST  FUNDS 

FINANriAI.  STATEMENTS 

JUNE  30.  1989 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDFPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS; 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Flnanclal'Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  statements  of  the  Enterprise 
Fund  and  Non-Expendable  Trust  Funds  of  the  Montana  Board  of  Investments,  as 
of  and  for  the  fiscal  year  ended  June  30,  1989,  as  shown  on  pages  37  through  49. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.    Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.    Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  financial  position  of  the  Montana  Board  of  Investments  as 
of  June  30,  1989,  and  the  results  of  operations  and  the  changes  in  financial 
position  of  its  Enterprise  and  Non-Expendable  Trust  Funds  for  the  fiscal  year 
then  ended  in  conformity  with  generally  accepted  accounting  principles. 


Respectfully  submitted. 


Wes  Gillett,  CPA 
Deputy  Legislative  Auditor 


October  II,  1989 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

BALANCE  SHEET  AS  OF  JUNE  30,  1989 


Assets 

Current : 

Cash  in  Treasury 
Cash  with  Fiscal  Agent 
Interest  Receivable 
Short  Term  Notes 
Due  from  Other  Funds 
Short  Terra  Investments 
Prepaid  Expenses 

Total  Current 

Long  Term: 

Notes/Loan  Receivable 

Investments 

Capitalized  Cost  of  Issue 

Equipment 

Accumulated  Depreciation 

Total  Long  Term 

TOTAL  ASSETS 


$     2,826 

1,269,747 

386,530 

30,000 

4 

23,283,069 

108 

24.972.284 


14,103,359 

2,231,185 

698,611 

39,276 

(18,838) 

17.053,593 

$42,025,877 


Liabilities 
Current: 

Accounts  Payable 

Due  to  Other  Funds 

Accrued  Expenses 

Accrued  Interest  Payable 

Current  Notes/Bonds  Payable 

Total  Current 

Long  Term: 

Bonds  Payable 

Compensated  Absences 

Deferred  Cost  of  Issue  Recovery 

Total  Long  Term 

TOTAL  LIABILITIES 

Retained  Earnings 

TOTAL  LIABILITIES  &  RETAINED  EARNINGS 


;     1,552 

3,656 

288 

1,069,068 

32.521.214 

33.595.778 


6,525,000 

5,363 

329.608 

6.859.971 

40.455.749 

1.570.128 

$42,025,877 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

STATEMENT  OF  REVENUES, 

EXPENSES,  AND  CHANGES  IN  RETAINED  EARNINGS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


Revenue 


Application  Fee  §      ^^^ 

Bond  Issue  Fee  104,500 

Investment  Earnings  4,011,211 

Cost  of  Issue  Recovery  64,707 

Gain  on  Sale  of  Securities  ^3, 898 

Total  Revenue  4,194.816 

Expenses 

Personal  Services 

Contracted  Services 

Supplies  and  Materials 

Communications 

Travel 

Rent 

Repair  and  Maintenance 

Indirect/Administrative  Costs 

Other 

Depreciation  Expense 

Debt  Service 

Total  Expenses 

Net  Income 

Retained  Earnings  July  1,  1988 

Prior  Period  Adjustment 

Adjusted  Retained  Earnings  July  1,  1988 

Retained  Earnings  June  30,  1989 


65,676 

7,416 

1,140 

4,219 

3,057 

6,302 

363 

5,186 

785 

5,390 

2, 

941,477 

3, 

.041,011 

1 

.153.805 

425,872 

(9.549) 

416.323 

$1 

,570,128 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1989 


Sources  of  Working  Capital 
Operations : 

Net  Income 

Depreciation 

Compensated  Absences 

Total  Sources  of  Working  Capital 

Uses  of  Working  Capital 
Loans 

Bonds  Payable  Current 
Equipment 

Recognition  of  Deferred  Cost  of  Issue 
Cost  of  Issue 
Investments 

Reduction  in  Fund  Equity  Due  to 
Prior  Period  Adjustment 


$  1,153,805 

5,390 

227 

1.159.422 


5.069,267 

170,000 

5,012 

19,068 

245,230 

1,085,351 


9,549 


6,603.477 


Total  Uses  of  Working  Capital 

NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL   $(5,444,055) 


Elements  of  Net  Decrease  in  Working  Capital 

Cash  in  Treasury 

Cash  with  Fiscal  Agent 

Interest  Receivable 

Investments 

Prepaid  Expenses 

Short  Term  Note 

Due  from  Other  Funds 

Accounts  Payable 

Due  to  Other  Funds 

Accrued  Interest  Payable 

Current  Note/Bonds  Payable 

Prepaid  Interest 

Accrued  Expenses 


$       654 
1,253,517 
82,245 
(7,362,613) 
(283) 
30,000 
4 
407 
5,400 
(662,292) 
1,203,786 
5,232 
(112) 


NET  INCREASE  (DECREASE)  IN  WORKING  CAPITAL   $(5,444,055) 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON- EXPENDABLE  TRUST  FUNDS 

BALANCE  SHEET  AS  OF  JUNE  30,  1989 


Assets 

Current : 

Cash  in  Treasury 

Interest  Receivable 

Due  from  Other  Funds 

Investments 

Property  Held  in  Trust 

Total  Current 

Long-Term: 

Notes/Loans  Receivable 

Total  Long-Term 

TOTAL  ASSETS 


Montana 
In-State 
Investment 


$    977,776 

319,010 

234,319 

28,058,200 

g 

29.589.305 


28.769,090 

28.769.090 

$58,358,395 


Loan 
Loss 
Reserve 


$   49, 

,299 

51 

3 

,986 

257 

,300 

225 

310 

,861 

$310,861 


Liabilities  and  Fund  Balance 

Current : 

Due  to  Other  Funds  $   439.568 

Total  Current  439.568 

Fund  Balance  Reserved  57  .918.827 

TOTAL  LIABILITIES 
AND  FUND  BALANCE  $58,358,395 


$   2.337 

2.337 

308.524 

$310,861 


The  accompanying  note.s  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUNDS 

STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  FUND  BALANCE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1989 


Revenue 

Application  Fees 
Investment  Earnings 

Total  Revenue 

Income  Before  Transfers 

Operating  Transfers  In 
Operating  Transfers  Out 

Net  Income 

Fund  Balance  July  1,  1988 

Prior  Period  Adjustment 

Adjusted  Fund  Balance 
July  1,  1988 

Fund  Balance  June  30,  1989 


Montana 
In-State 
Investment 

Loan 

Loss 

Reserve 

$         0 
4,465,806 

$  35,661 
21,741 

4.465.806 

57,402 

4,465,806 

57,402 

7,896,554 
(4,373,380) 

45,907 
0 

7,988,980 

103,309 

49,929,247 

205,215 

600 

0 

49,929,847 

205,215 

$57,918,827 

$308,524 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON- EXPENDABLE  TRUST  FUNDS 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1989 


Montana 

Loan 

In-State 

Loss 

Investment 

Reserve 

Sources  of  Working  Capital 
Operations : 

Net  Income 

Addition  to  Fund  Equity  Due  to 
Prior  Period  Adjustment 

Total  Sources 
Uses  of  Working  Capital 
Loans  Receivable 

Total  Uses 
NET  INCREASE  IN  WORKING  CAPITAL 


$7,988,980 

$103,309 

600 

0 

7,989,580 

103,309 

511.382 
511.382 


$7,478,198 


$103,309 


Elements  of  Net  Increase 
in  Working  Capital 

Cash  in  Treasury 

Interest  Receivable 

Due  from  Other  Funds 

Investments 

Due  to  Other  Funds 

Property  Held  in  Trust 

NET  INCREASE  IN  WORKING  CAPITAL 


$   783,807 
(63,940) 
(281,048) 
6,862,900 

176,479 
0 

$7,478,198 


$   5,922 
20 
(2,621) 
101,700 

(2,237) 
525 

$103,309 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 


42 


STATE  OF  MOt^TANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  AND  NON- EXPENDABLE  TRUST  FUNDS 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1989 


1.     SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a.  Basis  of  Accounting 

The  state  of  Montana  Board  of  Investments  (Board)  uses  the 
accrual  basis  of  accounting  for  the  Enterprise  and  Non- Expendable 
Trust  Funds.  Under  the  accrual  basis  of  accounting,  expenses  are 
recorded  when  incurred  and  revenues  are  recorded  when  earned. 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  with  adjustments  and 
information  contained  in  the  bond  trustee  statements.  The 
statements  include  the  financial  activity  administered  by  the  Board 
in  the  Enterprise  and  Non- Expendable  Trust  Funds. 

b.  Presentation  of  Funds  and  Programs 

For  financial  reporting  purpose,  the  Board  has  two  funds,  the 
Enterprise  and  the  Non- Expendable  Trust. 

Enterprise  Fund: 

The  Board  uses  the  Enterprise  Fund  to  account  for  its 
development  finance  programs  which  include  municipal  financing  for 
local  governments  and  long-term  fixed-rate  financing  for  businesses. 

The  following  programs  are  considered  municipal  finance 
activities: 

The  Montana  Cash  Anticipation  Financing  (MCAF)  program 
provides  tax  anticipation  financing  to  local 
governments . 

The  Intermediate  Term  Capital  Pool  (INTERCAP)  program 
provides  funds  to  local  governments  to  finance  capital 
expenditures  for  up  to  five  years. 

The  Industrial  Development  Bond  Program  (IDB) ,  the  only 
business  finance  program,  provides  funds  to  purchase  economic 
development  loans. 
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Non- Expendable  Trust  Fund: 

The  Montana  In-State  Investment  Fund  (MISIF)  represents  a 
portion  of  the  constitutionally  dedicated  Coal  Tax  Trust  Fund  made 
up  from  deposits  of  a  portion  of  coal  severance  taxes  collected. 
Initiative  95,  passed  by  voters  in  November  1982,  stated  that  25 
percent  of  the  funds  deposited  in  the  Coal  Tax  Trust  Fund  will  be 
invested  in  Montana.  As  a  result,  MISIF  was  created  as  a  Non- 
Expendable  Trust  Fund.  During  fiscal  year  1988-89,  $7,896,554  of 
coal  severance  tax  collections  were  transferred  to  MISIF. 

The  interest  earnings  of  MISIF  were  appropriated  by  the 
legislature  to  MISIF  and  the  General  Fund.  The  allocation  of 
interest  for  fiscal  year  1988-89  was  98  percent  to  the  General  Fund 
and  two  percent  to  the  MISIF  Loan  Loss  Reserve  Fund  (LLRF)  .  The 
LLRF  is  used  to  protect  MISIF  from  losses. 

c .  Fixed  Asset  Depreciation 

The  equipment  fixed  assets  recorded  in  the  Enterprise  Fund  are 
depreciated  on  a  straight-line  basis,  with  salvage  value,  in 
accordance  with  state  policy. 

d.  Receivables 

The  Enterprise  Fund  notes/loan  receivables  of  $14,103,359 
represents  loans  made  to  Montana  local  governments . 

The  Non-Expendable  Trust  Fund  notes/loan  receivables  of 
$28,769,090  include  commercial  loans  made  from  the  Montana  In-State 
Investment  Fund.  Historically,  in  both  funds,  there  have  been  no 
uncollectible  account  balances. 


2.     INVESTMENTS 

The  deposits  and  investments  in  the  Enterprise  Fund  are 
restricted  by  the  bond  trust  indentures  to  the  following: 
government  and  agency  obligations,  certificates  of  deposits, 
repurchase  agreements,  and  investment  agreements.  Deposits  and 
investments  in  the  other  funds  must  be  made  with  Montana  banks  or 
in  the  Short-Term  Investment  Pool  (STIP)  administered  by  the  Board. 
The  deposits  and  investments  are  combined  on  the  Board's  financial 
statements . 

The  Board's  investments  in  the  Enterprise  and  Non- Expendable 
Trust  Funds  are  classified  as  to  credit  risk  assumed  at 
June  30,  1989.  Category  1  includes  investments  that  are  insured  or 
registered,  or  securities  held  by  the  entity  or  its  agent  in  the 
entity's  name. 
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Short-Terra  Investments 
June  30,  1989 


Enterprise  Fund 
Government  Securities 
Investment  in  STIP 

Total 

Non-Expendable  Trust 
Fund  (MISIF) 
Investment  in  STIP 

Total 


Category  1 


Carrying     Market 
Value       Value 


$5,145,572   $  5,145,572  $  5,145,572 
0    18,137.497   18,137,497 

5,145,572    23,283,069   23,283,069 


_0   $28,058,200  $28,058.200 


0    28,058,200   28,058.200 


Non- Expendable  Trust 
Fund  (LLRF) 
Investment  in  STIP 


_g   $    257.300  $    257.300 
0       257,300      257,300 


Total 
TOTAL  SHORT-TERM  INVESTMENTS   $5,145,572   $51,598,569  $51,598,569 


Long-Term  Investments 
June  30.  1989 


Enterprise  Fund 
Government  Securities 


CatBRory  1 


Carrying 
Value 


Market 
Value 


$2.231.185    $2.231.185   $2.468.074 
TOTAL  LONG-TERM  INVESTMENTS    $2,231,185    $2,231,185   $2,468,074 
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3.     BOND  ISSUES 

a.  Pooled  Industrial  Revenue  Bonds 

The  Board  issues  bonds  in  the  Enterprise  Fund  for  the  purpose 
of  providing  funds  to  purchase  economic  development  loans  in  the 
state  of  Montana.  The  bonds  are  limited  obligations  of  the  Board 
payable  solely  from  and  secured  by  revenues  and  assets  of  the  Board. 
The  state's  liability  is  limited  to  only  the  pledged  assets  of  the 
Board. 

Included  within  the  revenues  and  assets  of  the  fund  are  the 
amounts  deposited  in  the  fund's  Capital  Reserve  Account.  If  the 
balance  in  the  reserve  account  falls  below  the  amount  established 
by  the  indenture,  the  Governor  is  required  to  request  that  the 
Legislature      appropriate      funds      to      restore      the     balance.  The 

Legislature   may,    but   is  not   legally  obligated   to,    appropriate    funds 
to    correct    any   deficiency. 

The   schedule   of  bond  payments   as   of  June    30   for   the   next   five   years 
is    as    follows: 

Bond   Issue  1990  1991  1992  1993  199A  Thereafter 

1984  Series  A-G         $100,000     $100,000     $120,000  $125,000     $140,000         $2,810,000 

1985  Series  A-L*  70.000         90.000         90.000     105.000       105.000  2.840.000 

Total  $170,000     $190,000     $210,000  $230,000     $245,000         $5,650,000 

*     excluding  series  B  and  J,    previously  retired. 

b.  Stand-Alone    Industrial    Revenue    Bonds 

The  bonds  issued  under  this  program  do  not  constitute  a  debt 
or  liability  to  the  Board  or  the  state  of  Montana.  Assets  and 
revenues  of  the  borrower  are  pledged  to  repay  the  bonds. 
Accordingly,  Stand-Alone  bond  issues  are  not  recorded  on  the  Board's 
financial  statements.  The  Board  issued  bonds  on  behalf  of  Zenith 
Management  Company  in  the  amount  of  $4,485,000  under  the  Stand- Alone 
Program  during  fiscal  year  1987-88.  No  Stand-Alone  bonds  v.'ere 
issued  during  fiscal  year  1988-89. 

c .  Montana  Cash  Anticipation  Financing  (MCAF)  Bonds 

On  August  9,  1988,  the  Board  issued  $17,365,000  of  Municipal 
Finance  Consolidated  Act  Bonds,  Series  1988,  which  will  mature  on 
September  8,  1989.  These  bonds  are  not  a  debt  or  liability  of  the 
state  of  Montana,  and  neither  the  faith  and  credit  nor  the  taxing 
power  of  the  state  of  Montana  is  pledged  to  the  repaym.ent  of  the 
principal  or  interest  on  these  bonds.  These  bonds  are  limited 
obligations  of  the  Board  payable  solely  from:  1)  investment  income; 
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2)  repayments  of  principal  and  interest  on  notes  issued  to  the  Board 
by  participating  local  government  units;  and  3)  an  irrevocable 
pledge  by  the  Board  to  lend  money  for  deposit  by  the  trustee  in  the 
Montana  Cash  Anticipation  Financing  Program  Reserve  Account  D  in  an 
amount  equal  to  any  deficiencies  therein  for  payment  of  principal 
and  interest  on  the  Series  1988  bonds. 


d. 


Intermediate  Term  Capital  Pool  (INTERCAP)  Bonds 


On  March  16,  1987,  $6.5  million  was  issued  in  Series  1987 
Variable  Rate  Demand  Bonds  which  will  be  due  March  1,  1995.  These 
bonds  may  be  redeemed,  at  the  bondholder's  option,  any  March  1  prior 
to  maturity.  The  Board  did  not  enter  into  an  arms -length  financing 
agreement  to  convert  bonds  "put"  but  not  resold  into  some  other  form 
of  long-term  obligation.  Accordingly,  these  bonds  have  been 
recorded  as  current  liabilities  of  the  Enterprise  Fund. 

On  July  14,  1988,  the  Board  issued  $5,000,000  in  Series  1988 
bonds  under  the  Intermediate  Term  Capital  Program.  The  bonds  have 
an  annual  adjustable  rate  tender  option.  The  Series  1988  bond  issue 
is  structured  like  the  Series  1987  Intermediate  Terra  Capital 
Program. 

The  Series  1987  and  1988  bonds  are  limited  obligations  of  the 
Board  and  are  payable  solely  from  the  following:  1)  investment 
income;  2)  repayments  of  principal  and  interest  on  loans  made  by  the 
Board  to  the  local  governments;  and  3)  amounts  derived  from  an 
irrevocable  loan  agreement.  The  agreement  authorizes  the  trustee 
to  request  funds  from  the  Board  for  deposit  to  the  reserve  account 
in  an  amount  equal  to  any  deficiencies  therein  for  payment  of 
principal  and  interest  on  the  Series  1987  and  1988  bonds.  These 
bonds  are  not  a  debt  or  liability  of  the  state  of  Montana. 

The  Board  retired  the  following  bond  series  during  fiscal  vear 
1988-89: 


Bond  Issue 


Retired 

in  Fiscal 
Year  1989 


Bonds 
Outstanding 
June  30.  1989 


Total 
Retired 
to  Date 


INTERCAP  Series  1987 
INTERCAP  Series  1988 


$1,065,000 
$    15,000 


$5,025,000 
$4,985,000 


$1,475,000 
$    15,000 


e.     Irrigation  District  Pooled  Loan  Program 

On  August  16,  1988,  the  Board  issued  $4,976,214  in  Series  1988 
bonds  under  a  new  program  called  the  Irrigation  District  Pooled  Loan 
Program.  These  bonds  are  issued  under  the  Municipal  Finance 
Consolidation  Act.  A  portion  of  the  bonds  are  serial  and  will  be 
retired  annually  from  August  1,  1989  through  August  1,  2003.  The 
bonds  have  various  interest  rates  depending  on  the  maturity  date  and 
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the  type  of  bond.  The  remainder  of  the  bonds  are  capital 
appreciation  bonds  that  retire  each  year  beginning  August  1,  1997 
and  ending  August  I,  2004. 

These  bonds  were  issued  for  the  purpose  of  providing  funds  for 
the  Board  to  purchase  the  refunding  bonds  from  participating 
irrigation  districts  for  the  purpose  of  prepaying  the  U.S. 
Department  of  Interior,  Bureau  of  Reclamation  Projects  Loans.  The 
irrigation  bonds  and  the  interest  thereon  are  payable  solely  from 
the  collection  of  the  special  tax  or  assessment  which  are  a  lien 
against  the  real  property  of  the  irrigation  district.  The 
irrigation  bonds  are  not  obligations  of  the  state  of  Montana, 
however,  the  bonds  are  limited  obligations  of  the  Board  due  to  an 
irrevocable  pledge  to  lend  money  for  deposit  by  the  trustee  of  the 
Irrigation  District  Pooled  Loan  Program  Reserve  Account  E  in  an 
amount  equal  'to  any  deficiencies  herein  on  any  payment  date.  These 
bonds  may  be  redeemed  at  the  bondholders  option  per  the  redemption 
specifications  in  the  official  statement  dated  August  16,  1988.  The 
indenture  does  not  permit  the  issuance  of  additional  bonds. 

4.     COAL  TAX  LOAN  COMMITMENTS 

The  Board  makes  firm  commitments  to  fund  loans  from  the 
Montana  In-State  Investment  Fund.  These  commitments  have  expiration 
dates  and  may  be  extended  according  to  the  Board's  administrative 
rules.  As  of  June  30,  1989,  the  Board  had  committed  to  purchase 
loans  from  Montana  lenders  totaling  $3,948,000. 


5.     SUBSEQUENT  EVENTS 

a.     Municipal  Finance  Consolidation  Act  Bonds 

On  August  29,  1989,  the  Board  issued  $9,485,000  in  Municipal 
Finance  Consolidation  Act  Bonds,  Series  1989,  under  the  Montana  Cash 
Anticipation  Financing  Program.  The  Series  1989  bonds  are  not  in 
any  way  a  debt  or  liability  of  the  state  of  Montana,  and  neither  the 
faith  and  credit  nor  the  taxing  power  of  the  state  of  Montana  is 
pledged  to  the  payment  of  the  principal  of  or  interest  on  the  Series 
1989  bonds.  The  Series  1989  bonds  are  limited  obligations  of  the 
Board  payable  solely  from:  1)  investment  income;  2)  repayments  of 
principal  and  interest  on  notes  issued  to  the  Board  by  participating 
local  governments  units;  and  3)  an  irrevocable  pledge  of  the  Board 
to  lend  money  for  deposit  by  the  trustee  into  Reserve  Account  F  in 
an  amount  equal  to  any  deficiencies  therein  for  payment  of  principal 
and  interest  on  the  Series  1989  bonds. 


48 


b .     Stand-Alone  Industrial  Revenue  Bonds 

On  October  13,  1989,  the  Board  issued  $60,800,000  in  Resource 
Recovery  Revenue  Bonds  (Colstrip  Project),  Series  1989,  under  the 
Stand-Alone  Industrial  Revenue  Bond  Program.  The  bonds  issued  under 
this  program  do  not  constitute  a  debt  or  liability  to  the  Board  nor 
the  state  of  Montana,  therefore,  this  bond  issue  is  not  recorded  on 
the  Board's  financial  statements.  Assets  and  revenues  of  this 
borrower  are  pledged  to  repay  the  bonds. 
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DEPARTMENT  OF  COMMERCE.  BOARD  OF  INVESTMENTS 

AGENCY  REPLY 


DEPARTMENT  OF  COMMERCE 

BOARD  OF  INVESTMENTS 


STAN  STEPHENS.  GOVERNOH 


CAPITOL  STATION 


STATE  OF  MONTANA 


(406)442-1970 


TELEFAX  (406)  449-6S79 


January  5,   1990 


HELENA,  MONTANA  S9620 

RECEIVED 

JAN  0  L)  1990 
MoitRna  {(^gisiuiue  Auiiitor 


Scott  A.  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  Montana  59620 

Dear  Mr.  Seacat: 

The  following  is  our  response  to  your  recommendations  contained  in  the 
audit  of  the  Board  of  Investments  for  the  fiscal  year  ending 
June  30,  1989. 

Recommendation  #1 

We  concur  and  have  made  arrangements  to  obtain  the  required  reports 
from  the  custodian.  Virtually,  all  pledging  has  been  in  the  form  of 
cash  and  the  custodian  has  been  very  careful  to  obtain  permission  from 
the  Chief  Investment  Officer  prior  to  using  other  forms  of  collateral. 

Recommendation  #2 

We  concur.  An  unusually  high  turnover  of  our  accounting  staff 
contributed  to  some  yearend  problems. 

Recommendation  #3 

We  concur.  Again,  the  high  turnover  of  our  accounting  staff  caused  the 
first  problem.  We  do  not  believe  the  second  and  third  items  are 
material;  however,  we  will  accrue  them  next  year. 

Recommendation  #4 

We  do  not  believe  that  FASB  #91  can  be  complied  with  at  a  reasonable 
cost.  We  are  also  convinced  that  there  is  no  material  difference 
between  the  amortization  method  required  by  FASB  #  91  and  the  method 
currently  used  by  the  Board.  We  will  explore  the  possibility  of 
verifying  the  nonmaterial  nature  of  the  differences  by  applying  the 
recommended  method  of  amortization  to  a  sample  of  the  Board's  holdings. 
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"AN  EQUAL  OPPORTUNITY  EMPLOYER" 


Scott  A.  Seacat 
January  5,  1989 
Page  Two 


Recommendation  #4  Continued 

We  concur.  Documentation  of  amortization  periods  will  be  done  and 
reviewed.  Amortization  of  cost  of  issuance  for  bond  issues  is 
established  by  the  accountant  in  charge  of  this  area.  The  previous 
incumbent  established  the  schedule  for  the  issue  in  question. 

Recommendation  #5 

We  concur.  This  recommendation  was  implemented  January  2,  1990. 

Recommendation  #6 

We  concur.  This  is  a  good  suggestion  and  will  take  place  in 
conjunction  with  the  implementation  of  our  new  system.  Further  work 
on  this  will  require  a  substantial  time  commitment  and  will  be  done  as 
time  allows. 

Recommendation  #7 

We  concur. 

We  wish  to  thank  the  audit  supervisor  and  staff  for  the  patience  they 
exhibited  in  dealing  with  the  delays  caused  by  our  transfer  of  activity 
to  the  new  portfolio  management  system  and  the  professional  manner  in 
which  the  audit  was  conducted. 


Sincerely, 


Dave  Lewis 
Executive  Director 

/mmw 
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